PROJECT NO. 24365

RULEMAKING CONCERNING § PUBLIC UTILITY COMMISSION
ARRANGEMENTSBETWEEN 8§

QUALIFYING FACILITIESAND 8

ELECTRICUTILITIES 8§ OF TEXAS

PROPOSAL FOR PUBLICATION OF AMENDMENT TO 825.242

ASAPPROVED AT THE DECEMBER 19, 2001 OPEN MEETING
The Public Utility Commission of Texas (commission) proposes an amendment to §825.242 relating to
Arrangements Between Qualifying Facilities and Electric Utilities. The proposed amendment addresses
the sdle and purchase of dectricity between qudifying &cilities (QFS) and retail electric providers
(REPs) with the price to beat obligation (PTB REPs) and REPs serving as providers of last resort
(POLRs) in the restructured electric market that takes effect on January 1, 2002. The amendment
retains the applicability of the rule pertaining to arrangements between qudifying facilities and dectric
utilities in the parts of Texasin which the eectric market has not yet been restructured. This amendment

is proposed in commission Project Number 24365.

When commenting on specific subsections of the proposed rule, parties are encouraged to describe
"best prectice” examples of regulatory policies, and their rationae, that have been proposed or
implemented successfully in other states dready undergoing eectric industry restructuring, if the parties
believe that Texas would benefit from application of the same policies. The commission isinterested in
receiving only "leading edge" examples which are specificaly related and directly applicable to the Texas

statute, rather than broad citations to other state restructuring efforts.



PROJECT NO. 24365 PROPOSAL FOR PUBLICATION PAGE 20OF 15

Gerardo Huerta, Attorney, Legdl Division, has determined that for each year of the first five-year period
the proposed section is in effect there will be no fiscal implications for ate or local government as a

result of enforcing or administering the section.

Mr. Huerta has determined that for each year of the first five years the proposed section isin effect the
public benefit anticipated as a result of enforcing the section will be compliance with federa law.
Furthermore, there will be no adverse economic effect on small businesses or micro-businesses as a
result of enforcing this section. There is no anticipated economic cost to persons who are required to

comply with the section as proposed.

Mr. Huerta has also determined that for each year of the first five years the proposed section isin effect
there should be no effect on aloca economy, and therefore no local employment impact statement is

required under Texas Government Code §2001.022.

Comments on the proposed amendment (16 copies) may be submitted to the Filing Clerk, Public Utility
Commission of Texas, 1701 North Congress Avenue, P.O. Box 13326, Ausgtin, Texas 78711-3326,
within 21 days after publication. Reply comments may be submitted within 30 days after publication.
Comments should be organized in a manner congistent with the organization of the proposed rule. The
commission invites specific comments regarding the costs asociated with, and benefits that will be
gained by, implementation of the proposed section. The commission will consider the cogts and benefits

in deciding whether to adopt the section. All comments should refer to Project Number 24365.
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This amendment is proposed under the Public Utility Regulatory Act, Texas Utilities Code, Annotated,
Title 11, §811.002, 14.002, and 35.061 (Vernon 1998 & Supplement 2002) (PURA); 16 U.S.C.
§824a- 3(f) (2000); and 18 C.F.R. Part 292 (2001). Section 11.002 states that the purpose of the
Public Utility Regulatory Act is to grant the commission authority to make and enforce rules necessary
to protect customers of electric services consistent with the public interest; §14.002 requires the
commission to adopt and enforce rules reasonably required in the exercise of its powers and
jurisdiction; §35.061 requires the commission to adopt and enforce rules to encourage the economica
production of dectric energy by quadifying facilities, and 16 U.S.C. 8824a 3(f) (2000) and 18 C.F.R.
Part 292 (2001), which require state regulatory authorities to implement federd Public Utility Regulatory

Policies Act regulations addressing arrangements between certain entities that sl dectric energy.

Cross reference to statutes: Public Utility Regulatory Act §8811.002, 14.002, and 35.061; 16 U.S.C.

§824a3; and 18 C.F.R. Part 292.
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§25.242. Arrangements Between Qualifying Facilities and Electric Utilities.

@ Purpose The purpose of this section is to regulate the arrangements between qudifying
fadilities retail eectric providers with the price to beat obligation (PTB REPS), providers of last
resort (POLRs), and eectric utilities as required by federal and state law in a manner consistent

with the development of a competitive wholesale power market.

(b) Application. This section dwl gpply to dl PTB REPs POLRSs, trangmission and distribution

utilities (TDUs), and dectric utilitiesin Texas. This section shdl not apply to municipd utilities,

river authorities, or electric cooperatives.

(© Definitions — The following words and terms, when used in this section, shal have the

following meanings, unless the context clearly indicates otherwise:

Deleted: an
@ Avoided costs — The incremental codts to a PTB REP, POLR, or dectric utility of ~

electric energy, which, but for the purchase from the qudifying fadlity or quaifying
fadlities, such PTB REP, POLR, or dectric utility would generate itsdlf or purchase

from another source.

Deleted: by

2 Back-up power — Electric energy or capacity supplied Jo replace energy or capecity A Deleted: an electric utility

ordinarily generated by a qudifying facility's own generation eguipment during an
unscheduled outage of the qudifying fadility.

3 (No change))
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(4 Electric utility — For purposes of this section, an integrated investor-owned utility that
has not unbundled in accordance with PURA 8§39.051.
/{ Deleted: (4)
(5,  Firm power — From a qudifying facility, power or power-producing capecity that is
A Deleted: to the electric utility
available pursuant to a legdly enforcesble obligation for scheduled availability over a Deleted:
specified term.
/( Deleted: (5)
(6), __ Hodt utility — The utility with which the qudifying facility is directly interconnected.
A Deleted: (6)
(7}, Maintenance power — Electric energy or capacity suppliedduring scheduled outages Deleted: by an electric utility
of the qudifying fadility.
(8) Market price — The price of power purchases foregone by a PTB REP or POLR
due to the purchase from a qudifying facility.
/{ Deleted: (7)
(9,  Nonfirm power from a qualifying facility — Power provided under an arrangement
that does not guarantee scheduled availability, but instead provides for ddivery as
avaladle.
/( Deleted: (8)
(10), Parallel operation— A mode of operation which enables a qudifying facility to export

automatically any eectric cgpacity which is not consumed by the qualifying facility or the

user of the qualifying fadility's output. Parallel operation resultsin three possible states of

operétion & any point in time:

(A)  The qudifying facility is generating an amount of cgpecity that is less than the
customer's load. The customer istherefore anet consumer.

(B)  The qudifying facility is generating an amount of cagpacity that is more than the

customer'sload. The customer istherefore anet producer.
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(11),

(C)  Thequdifying fecility is generating an amount of cgpacity thet isegud to the
customer's [oad. The customer istherefore neither a net producer nor a net

consumer.

Deleted: (9)

Purchase — The purchase of dectric energy or capacity or both from a qudifying /(

(12),

Deleted: an

fecility by 2PTB REP, POLR. of dectric utility.

Deleted: (10)
Purchasing utility — The utility thet is purchesing a qudifying facility's capacity and/or /(

(13),

energy.

Deleted: (11)

Quality of firmness of a qualifying facility's power — The degree to which the /(

cgpacity offered by the qudifying facility is an equivaent qudity subgtitute for firm

Deleted: the

purchased power or an dectric Uility's own generatiop At a minimum the following A Deleted: or firm purchased power

)

factors should be consdered in determining qudity of firmness:

(A)  rdiability of generation and interconnection;

(B)  forced outagerate;

(C)  avalability during pesk periods;

(D)  the terms of any contract or other legdly enforcegble obligation, including, but
not limited to, the duration of the obligation, performance guarantees,
termination notice requirements, and sanctions for noncompliance;

® maintenance scheduling;

(3] availability for system emergencies, induding the ability to separate the qudifying

fecility'sload from its generation;
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@

(G) the individud and aggregate vaue of energy and capecity from qudifying
fadilities on the eectric utility's system;
(H)  other dispatch characteridtics;
() reiability of primary and secondary fuel supplies used by the qualifying fadility;
and
Q)] impect on utility sysem gtahility.
(14) Retail dectric provider with the price to beat oblication (PTB REP) — A REP

that makes available a PTB pursuant to Public Utility Regulatory Act (PURA) §39.202.

Deleted: (12)

(15) Sale— Thesde of dectric energy or capacity or both suppliedjo a qudifying fadility.

Deleted: by an electric utility

utility

Deleted: (13)
(16), Supplementary power — Electric energy or capacity, regularly used by a qualifying %{ Deleted: supplied by an electric

Deleted: ,

facility in addition to that which the fecility generates itsdlf.

1 (14)

Deleted
(17), System emergency — A condition on a utility's system thet is likdy to result in /

imminent sgnificant disruption of serviceto customers or isimminently likely to endanger
life or property.

(18) Transmisson and digtribution utility (TDU) — As defined in §25.5 of this title

(relating to Definitions).

Negotiation and filing of rates.
@ Negotiated ratesor terms. Nothing in this section shdl:
(A)  limit the authority of any PTB REP, POLR, or dectric utility or any qudifying

facility to agree to arate for any purchase, or terms or conditions relating to any
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©

®

purchase, which differs from the rate or terms or conditions that woud
otherwise be required by this section; or

(B)  affect the vdidity of any contract entered into between a qudifying facility anda

Deleted: an
PTB REP, POLR, ot dectric utility for any purchase before the adoption of this /(

Section.
2 (No change))
(No change)
/( Deleted: Electric }
PTB REP, POLR, and electrig utility obligations.
@ Obligation to purchase from qualifying facilities.
/{ Deleted: subsections (f) and ]
(A)  Inaccordance with this subsection and subsection (g) of this section, each PTB
REP, POLR, and dectric utility shdl purchase any energy that is made available
from aqudifying facility:
@ directly to the PTB REP, POLR, or dectric utility; or
(i) indirectly to the PTB REP, POLR, or dectric utility in accordance with
paragraph (4) of this subsection.
(B)  (Nochange)
Deleteq: (C)+An electrif: utility iS.
{2 Obligation to sell to qualifying facilities. In accordance with subsection () of this e e
an integrated resource planning
i i i i N solicitation pursuant to Subchapter H
section, each dectric utility shdl sdl any energy and capacity requested to any qudifying of this chapter (relating to Eleetrica
Planning). 1

facility located within the dectric utility's service area. Each PTB REP and POLR shall
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adso sl any energy requested to ay qudifying fadility; however, those sdes shdl be at

market based rates. Nothing shall redtrict the ability of any qudifying fadility to purchese

Deleted:
energy fromany REP,

3 Obligation to interconnect. The obligation of dectric utilities and TDUs to

interconnect with qudifying facilities is set forth in Subchapter | of this chapter (relating
to Transmisson and Didribution) with respect to qudifying facilities seeking to

interconnect with TDUs in the Electric Reliability Council of Texas (ERCOT), and in the

respective dectric utility's Open Access Transmisson Taiff for dectric utilities in non

ERCOT power regions.

4 (No change.)

(5 PTB REP and POL R scheduling with qualifying facilities. A PTB REP or POLR

shdl use dynamic resource scheduling or responghility transfer in ERCOT with any

udifying fecility thet requests such scheduling, as permitted by ERCOT. The PTB
REP's or POLR's cost of usng dynamic resource scheduling or responshility transfer
attributable solely to purchases from qualifying fedilities shall be charged to qudifying
facilities that use such scheduling. If a qualifying facility uses datic scheduling, the

qudifying fadility shdl bear the costs for any imbaances resulting from the qudifying

fadilitys failure to submit a schedule or to comply with the schedule.

(o)) Ratesfor purchasesfrom a qualifying facility.
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@ Rates for purchases of energy and capacity from any qudifying facility shdl be just and
reasonable to the customers of the dectric utility, PTB REP, and POLR, and in the
public interest, and shdl not discriminate againg qudifying cogeneration and smdl
power production facilities.

2 Rates for purchases of energy and capacity from any qudifying facility shall not exceed

Deleted:

avoided cost, Rates for purchase shdl be based upon a market- based determination of Deleted: Avoided costs shall be

limitations of the Public Utility
Regulatory Act (PURA) §34.054
(relating to Qualifying Facility Bids
Avoided Costs).

obligation, the rates for such purchase do not violate this subsection if the rates for such

Deleted: In the case in which the
rates

purchase differ from avoided cogt a the time of ddlivery. Payments which do not

Deleted: for purchase

exceed avoided cost shall be found to be just and reasonable operating expenses of the

determined through a competitive
. . bidding process pursuant to Subchapter
avoided costs over the specific term of the contract or other legaly enforcesble H of this chapter, and subject to the

Deleted: are

uility.

() (No change))

(@ Tariffs setting out the methodologies for purchases of nonfirm power from a qualifying

facility. Tariffs setting out the methodologies for purchases of nonfirm power from a qualifying

Deleted: two

fedility shdl be filed with the commission basad on one of the following gpproaches:

@) Retes for purchases of nonfirm power may, by agreement of both the electric utility and
the qudifying facility, be based on the utility's average avoided energy codts
Adminigrative, billing, and metering costs shal be recovered through a monthly

customer charge to the qudifying facility.
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2

Rates for purchases of honfirm power may, by agreement of both a PTB REP or POLR

and the qudifying facility, be based on average market price over the period of sde by

the audifying facility. Adminigraive, billing, and metering costs shall be recovered

through a monthly customer charge to the qudifying facility. Such agreements may

include provisions to prevent the potential for arbitrage between this paragraph and

paragraph (4) of this subsection.

Rates for purchases of nonfirm power may, at the option of the qudifying facility, be /(

based on the full cost a the time of ddivery of decrementa energy that would have

been incurred by the dectric utility had the qudifying facility not been in operation.

(A)  The following factors should be consdered in the caculaion of the cost of
decrementd energy:
0] fuel codts,
(i) variable operating and maintenance codts,
(i) linelosses
(iv)  heat rates;
W) cost of purchases fromother sources,;
(Vi)  other energy-related costs;
(i)  capadity cods if, as a dass qudifying facilities providing nonfirm
energy offer some predictable capacity; and
(viii)  for short term energy purchases, the time and quantity of energy

furnished.
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(B) If practicd, the avoided cost should be determined by calculating by time
period, usng the utility's economic digpaich modd (or comparable
methodology), the difference between the cost of the total energy furnished by
both the quaifying facility and the utility, computed as though the energy
furnished by the qudifying facility had been furnished by the utility, and the
actud cogt of energy furnished by the utility.

(C)  The economic digpatch modd should take into consideration the following
factors:

0] fuel codts,

(i) variable operating and maintenance codts,
@iy  linelossss,

(iv)  heatrates;

W) purchased power opportunity;

(Vi)  sydem dability; and

(vii)  operding characteritics.

(D)  Time periods should be hourly if the utility hes an automated economic dispatch
model available; otherwise the shortest reasonable time period for which costs
can be determined should be used.

® Adminigrative, hilling, and metering cogts shall be recovered through a monthly

customer charge to the quaifying fadlity.



PROJECT NO. 24365 PROPOSAL FOR PUBLICATION PAGE 13 OF 15

0

(4)

Rates for purchases of nonfirm power may, at the option of the qudifying facility, be

©)

based on the market price of energy purchases that would have been incurred by the

PTB REP or POLR had the qudifying facility not been in operation. Administrative,

billing, and metering costs shall be recovered through a monthly customer charge to the
qudlifying fadllity.
PTB REPs and POLRs dhdl file with the commission a description of the methodology

that will be used in cdculating these rates for purchase.

Periods during which purchasesnot required.

@

e

Any PTB REP, POLR, or dectric utility which gives notice to each affected quaifying
facility in time for the qudifying facility to cease ddivery of energy or capacity to the
PTB REP, POLR, or dectric utility will not be required to purchase eectric energy or
capacity during any period during which, due to operationa circumstances, induding
resource ramp rate limitations that could cause imbaances, purchases from qudifying
fadlities will result in costs greater than thase which the utility would incur if it did not
make such purchases, but instead generated an equivaent amount of energy itsdlf,
provided, however, that this subsection does not override contractua obligations of the
PTB REP, POLR, or dectric utility to purchase from a qudifying fecility.

Any PTB REP, POLR, or dectric utility which fails to give notice to each affected

qudifying fadility in time for the qudifying fadility to cease the ddivery of energy or

capacity to the PTB REP, POLR or dectric utility will be required to pay the same rate
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)

0

(m)

)

for such purchase of energy or capacity as would be required had the period of greater
costs not occurred.

3 A damby PTB REP, POLR, or an dectric utility thet such a period has occurred or

will occur is subject to such verification by the commission either before or after the

occurrence.

(No change))

Inter connection costs. The establishment and reimbursement of interconnection costs are set

forth in Subchapter | of this chapter with respect to qualifying facilities seeking to interconnect

with TDUs in ERCOT, and in the respective utilitys Open Access Transmission Tariff for

dectric utilitiesin non-ERCOT power regions.

(No change))

Enforcement. A proceeding to resolve a dispute between an dectric utility, PTB REP, or

POLR, and a qudifying facility arising under this section may be indtituted by filing of a petition

with the commission. Electric utilities PTB REPs, POLRs, and qudifying fadlities are

encouraged to engage in dternative dispute resolution prior to the filing of a compla

Deleted:
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This agency hereby certifies that the proposal has been reviewed by legal counsd and found to

be within the agency's authority to adopt.

ISSUED IN AUSTIN, TEXASON THE 21st DAY OF DECEMBER 2001 BY THE
PUBLIC UTILITY COMMISSION OF TEXAS
RHONDA G. DEMPSEY



